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During the decade or so either side of an investor’s retirement date, their portfolio is particularly 
vulnerable to the impact of poor investment performance. To reduce portfolio risk, it appears that 
progressive adjustments to asset allocation are preferable to maintaining a constant asset mix. Better 
investment outcomes have a broader social benefit, as retirees are correspondingly less likely to seek 
funding assistance from the public purse.  
The concept of ‘retirement risk zone’ refers to a period of 5 to 10 years either side of a person’s retirement 
date, when they are particularly vulnerable to a sudden downturn in the financial markets. Such a 
downturn typically necessitates drawing down accumulated capital to pay for living expenses that would 
otherwise have been covered by investment income. People most at risk during this period tend to be 
those of middle means, as opposed to those at the respective extremes of the wealth spectrum.  
The funding required to meet living expenses is also vulnerable to the timing of poor investment returns. 
This is referred to as sequencing risk. US financial planner William Bengen suggests that, by its nature, this 
risk is particularly problematic in the event of a bear market occurring during early retirement. This is 
because capital drawdowns necessarily have to substitute for investment income that is no longer available 
to fund non-discretionary expenditure. Moreover, even when investment returns subsequently rebound, it 
is difficult to recoup depleted capital. It has also been suggested that sequencing risk applies during the 
period leading up to retirement, when an investment portfolio typically reaches its maximum value.  
Non-discretionary spending tends to be regularly recurring in nature. A particular example is energy costs, 
which account for approximately 5 per cent of the budget required for what the Association of 
Superannuation Funds of Australia (ASFA) describes as a “comfortable” retirement for a home-owning 
couple.  
Estimates of retirement spending, and the sequential asset allocation adjustments necessary to generate 
the requisite investment income, underpin the study’s finding that the pattern of allocation adjustments 
should be similar to a V shape. That is, the proportion of growth assets should fall by 20 to 50 percentage 
points over a person’s working life, and by a further 5 to 10 percentage points on the day of retirement. 
From this nadir, growth exposure should then progressively rebound during the drawdown phase, rising by 
20 to 30 percentage points.  
The study indicates that sequencing risk has arisen largely due to the strategy of allocating a high and stable 
share of an investment portfolio towards growth assets. This strategy is referred to as an aggressive 
constant-mix. In the Australian context, growth assets tend to comprise between 70 and 90 per cent of 
superannuation portfolios’ assets.  
Despite episodes such as the global financial crisis (GFC) of 2008, when many investors in the retirement 
risk zone were severely impacted by the financial market downturn, an aggressive constant-mix remains 
 
 
 
 
the norm in Australia. In contrast, exposure to growth assets in US pension plans typically declines by 
approximately 20 percentage points over the course of an investor’s working life.  
Derivatives are a possible option for dealing with sequencing risk. However, research by UNSW Australia 
Professor Hazel Bateman indicates that structured products in Australia are typically expensive. Other 
researchers suggest a concept known in the US as a guaranteed minimum withdrawal benefit (GMWB). This 
guarantees an investor will at least get their money back if they withdraw no more than a specified amount 
from the portfolio in any given year. However, a GMWB would probably have little appeal in Australia, as 
market and longevity risk are effectively already covered by the Age Pension.  
In preference to an aggressive constant-mix, an economics-based approach to sequential asset allocation, 
also known as a glide path, is considered. Whichever approach is taken, there remains a need for 
comparatively safe investment portfolios for middle-income people in the retirement risk zone. Moreover, 
there is a public interest in portfolios with a lower risk of capital loss if a repeat of the GFC-induced jump in 
Age Pension applications is to be avoided.  
